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In late March, Brazil's unilateral decision to limit credits for imports, including from its trading
partners within the Southern Cone Common Market (MERCOSUR), caused a major rift within
the trade bloc. It also highlighted the difficulties caused by MERCOSUR's lack of an effective
mechanism for resolving differences. Although a temporary solution was found, serious inequities
among MERCOSUR nations pose potential problems for the future. Last month, Brazil effectively
limited imports by forcing importers to pay for purchases in cash. The only exemptions to these
restrictions were imports of oil and petroleum byproducts, purchases under US$10,000, and credits
with repayment periods of longer than 360 days.
The new measures affected 90% percent of the country's imports. Goods that were formerly
financed for up to 180 days had to be purchased in cash at the moment the imports cleared customs.
Similarly, financial arrangements for 250-day terms were reduced to 70 days and 360-day loans
had to be paid off in 180 days. Argentina, the second-largest MERCOSUR partner, was especially
hard-hit by the measures. With nearly 75% of the country's exports to Brazil effected by the new
restrictions, it stood to lose about US$4 billion of its US$6.7 billion in exports to its neighbor. The
sectors most affected were textiles, food, and automobile parts.

Credit restrictions aim to control trade deficit
President Fernando Henrique Cardoso's administration defended the new measures, however,
arguing that if the government failed to take such a step, Brazil's trade deficit at year-end would
exceed US$30 billion because of irregular debt-service payments. The deficit has already reached US
$3 billion in the first quarter, compared with a US$5.5 billion total last year. Brazilian government
officials said its MERCOSUR partners should accept a sacrifice for the sake of the stability of the
pact's largest member, since a financial crisis in Brazil would be devastating for everyone.
Nevertheless, government officials and businesses in the other five MERCOSUR countries
Argentina, Paraguay, Uruguay, Bolivia, and Chile protested vehemently against the measures. In
addition to objections to the credit restrictions, they complained that Brazil has a habit of adopting
unilateral measures and ignoring accords reached through previous consultation, as well as ignoring
the damage that its decisions cause its partners.
In an earlier action, Brazil set off a disagreement within MERCOSUR when several Brazilian states
offered foreign auto companies substantial incentives to set up factories. This was not well received,
especially by Argentina one of Brazil's main competitors in the auto market. Brazil initiated another
conflict last year when it prohibited financing of imported textiles. On that occasion, Uruguay
applied pressure to exclude Mercosur countries from the restriction. Ricardo Nario, trade attache at
the Uruguayan Embassy in Brazil, said the latest restrictions are worse because they affect almost
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all trade everything that is financed on terms of between 30 days and 180 days. Alberto Alvarez
Gaiani, vice president of the Argentine Industrial Union, said that earlier this year Brazil caused
consternation when it passed another resolution, which was later revoked, imposing health controls
on food imports from the Mercosur nations. Argentina sells Brazil some US$1.6 billion of foodstuffs
per year. "Although no blood is running in the streets, the most worrisome aspect of this Brazilian
behavior is that it demonstrates a lack of seriousness and legal insecurity to MERCOSUR's foreign
investors," said Alvarez. "We are accustomed to this type of behavior from Brazil, we know they will
back down in the end, although not to their original position. But what we cannot accept is having to
deal with a new conflict each month as a result of their unilateral decisions."

Argentine economy minister negotiates compromise
Following the announcement of the new credit regulations, Argentine Economy Minister Roque
Fernandez went to Brazil to lodge his protests personally and try to find a solution. After lengthy
discussion, Brazil's Finance Minister, Pedro Malan, announced on April 2 that Brazil would exempt
Brazilian importers from the obligation to pay in cash for purchases from within the bloc valued
at up to US$40,000, and it would exempt for 120 days the restrictions on short-term credits for
imports from MERCOSUR members, including Chile and Bolivia, which are associate members of
MERCOSUR (see NotiSur, 10/04/96, 12/14/95).
During that time, the MERCOSUR countries will discuss the Brazilian measures and try to find a
way to accommodate the legitimate needs of all members. A meeting of the economy ministers of
the MERCOSUR countries is scheduled for April 23. However, Uruguayan exporters expressed their
dissatisfaction with the temporary solution. A spokesperson for the Uruguayan Exporters' Union
said that, while four countries originally joined together to form the free-trade union, Brazil, the
largest partner, continues "marking the rhythm to which the rest of us dance."
Former Uruguayan foreign minister Sergio Abreu, one of the negotiators of the treaty that gave rise
to MERCOSUR, said Brazil's latest unilateral action makes it clear that the time has come to insist on
the creation of an independent, supranational conflict-resolution tribunal, one that would act above
pressures from the more powerful sectors within MERCOSUR. Argentina, Paraguay, and Uruguay
have all pushed for the creation of an independent conflict-resolution mechanism, but they have
repeatedly met with resistance from Brazil.
"We need to take a firm stance," said Abreu. "We cannot accept that Brazil does whatever its
pleases and Argentina whatever it can get away with." Jorge Jauri of the Montevideo weekly Brecha
maintained that the solution negotiated by Argentina and Brazil eases the situation in the short
term, but that in the medium to long range, "the stability of national development in MERCOSUR
has once again been thrown into doubt."
And Jauri said that Brazil's promises to consult with its partners in the future are insufficient,
because "it will always give priority to its own stability, and will maintain its operational
independence, which will continue to give rise to measures" such as those that triggered the
latest crisis. [Sources: Gazeta Mercantil (Brazil), 04/01/97; Agence France- Presse, 04/02/97; Reuter,
03/26/97, 04/01-03/97; Inter Press Service, 03/28/97, 03/31/97, 04/02/97, 04/04/97; Mercopress News
Agency, 04/04/97; Spanish news service EFE, 03/29/97, 04/11/97]
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 3

LADB Article Id: 55259
ISSN: 1060-4189

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 3

